o

FINANCIAL AND COMPLIANCE
AUDIT REPORT

STATE OF KANSAS
Single Audit
Fiscal Year 2003

A Report to the Legislative Post Audit Committee
By the Legislative Division of Post Audit
State of Kansas

April 2004



Legislative Post Audit Committee

Legislative Division of Post Audit

The Legislative Post Audit Committee and its
audit agency, the Legislative Division of Post Audit, are
the audit arm of Kansas government. The programs
and activities of State government now cost about $8
billion a year. As legislators and administrators try
increasingly to allocate tax dollars effectively and make
government work more efficiently, they need information
to evaluate the work of government agencies. The audit
work performed by Legislative Post Audit helps provide
that information.

We conduct our audit work in accordance with
applicable government auditing standards set forth by
the U. S. General Accounting Office. These standards
pertain to the auditor’s professional qualifications, the
quality of the audit work, and the characteristics of
professional and meaningful reports. These audit
standards have been endorsed by the American
Institute of Certified Public Accountants and adopted by
the Legislative Post Audit Committee.

The Legislative Post Audit Committee is a
bipartisan committee comprising five senators and five
representatives. Of the Senate members, three are
appointed by the President of the Senate and two are
appointed by the Senate Minority Leader. Of the
representatives, three are appointed by the Speaker of
the House and two are appointed by the House Minority
Leader.

As part of its audit responsibilities, the Division
is charged with meeting the requirements of the
Legislative Post Audit Act which address audits of
financial matters. Those requirements call for two major
types of audit work.

First, the Act requires an annual audit of the
State’s financial statements. Those statements,
prepared by the Department of Administration’s Division
of Accounts and Reports, are audited by a certified
public accounting firm under contract with the
Legislative Division of Post Audit. The firm is selected
by the Contract Audit Committee, which comprises three
members of the Legislative Post Audit Committee
(including the Chairman and Vice-Chairman), the

Secretary of Administration, and the Legislative Post
Auditor. This audit work also meets the State’s audit
responsibilities under the federal Single Audit Act.

Second, the Act provides for a regular audit
presence in every State agency by requiring that audit
work be conducted at each agency at least once every
three years. Audit work done in addition to the annual
financial statement audit focuses on compliance with
legal and procedural requirements and on the adequacy
of the audited agency’s internal control procedures.
These compliance and control audits are conducted by
the Division’s staff under the direction of the Legislative
Post Audit Committee.

LEGISLATIVE POST AUDIT COMMITTEE

Senator Derek Schmidt, Chair
Senator Bill Bunten

Senator Anthony Hensley
Senator Dave Kerr

Senator Chris Steineger

Representative John Edmonds, Vice-Chair
Representative Tom Burroughs
Representative Bill McCreary
Representative Frank Miller
Representative Dan Thimesch

LEGISLATIVE DIVISION OF POST AUDIT

800 SW Jackson

Suite 1200

Topeka, Kansas 66612-2212

Telephone (785) 296-3792

FAX (785) 296-4482

E-mail: LPA@lpa.state.ks.us

Website: http://kslegislature.org/postaudit
Barbara J. Hinton, Legislative Post Auditor

The Legislative Division of Post Audit supports full access to the services of State government for all citizens.
Upon request, Legislative Post Audit can provide its audit reports in large print, audio, or other appropriate
alternative format to accommodate persons with visual impairments. Persons with hearing or speech disabilities
may reach us through the Kansas Relay Center at 1-800-766-3777. Our office hours are 8:00 a.m. to 5:00 p.m.,

Mondav throuah Fridav.
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Legislative Post Audit Committee
Kansas State Legislature

We have audited the financial statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the State of
Kansas (the State) as of and for the year ended June 30, 2003, and have issued our report thereon dated December 19,
2003. We did not audit the financial statements of the various component units of the six state universities which
represent 14 percent and 24 percent, respectively, of the assets and revenues of the University system fund. Those
financial statements were audited by other auditors whose reports thereon have been furnished to us, and our opinion,
insofar as it relates to the amounts included for the component units of the six state universities in the University system
fund, is based on the reports of the other auditors. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the State's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants,
noncompliance with which could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to
be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State's internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control over financial reporting. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might
be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements in amounts that would
be material in relation to the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses. However, we noted other
matters involving the internal control over financial reporting that we have reported to management of the State of
Kansas in a separate letter dated December 19, 2003.

This report is intended solely for the information and use of the State of Kansas Legislative Post Audit Committee,
management, Federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

4((&/7, G&bbd‘ & AHowlik, L. Z?eréem'c/t j'a/Lan 8 Co. s /O ~/4

December 19, 2003
eeember MCGLADREY NETWORK

An independently Owned Member
Worldwide Services Through RSM International

il



ALEN, erss & Houlk Lo, I Berberich Trahan & Co., PA.

A S,

Certified Public Accountants & Consultants Certified Public Accountants

Epic Center ¢ 301 N. Main, Suite 1700 Telephone 785 234 3427

Wichita, Kansas 67202-4868 Toll Free 1 800 530 5526

(316) 267-7231 « FAX (316) 267-0339 3630 SW Burlingame Road Facsimile 785233 1768

www.aghlc.com Topeka, KS 66611-2050 E-mail cpa@cpakansas.com

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Legislative Post Audit Committee
Kansas State Legislature

Compliance

We have audited the compliance of the State of Kansas (the “State”) with the types of compliance
requirements described in the U.S. Office of Management and Budget (“OMB ") Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2003. The
State's major federal programs are identified in the Summary of Auditor's Results section of the
accomparnying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of the

State's management. Our responsibility is to express an opinion on the State's compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about the State's
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination of the State's compliance with those requirements.

In our opinion, the State complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2003. However, the results of
our auditing procedures disclosed instances of noncompliance with those requirements that are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying Schedule of
Findings and Questioned Costs as Findings Nos. 03-1 to 03-16.
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Internal Control Over Compliance

The management of the State is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the State's internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the design
or operation of or more of the internal control components does not reduce to a relatively low level the risk
that noncompliance with applicable requirements of laws, regulations, contracts and grants that would be
material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over compliance and its operation that we consider to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the State as of and for the year ended June 30, 2003, and have issued our report thereon dated
December 19, 2003. Our audit was performed for the purpose of forming an opinion on the financial
statements taken as a whole. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by OMB Circular A-133 and is not a required part of the financial
statements. This schedule is the responsibility of the State's management. Such information has been
subjected to the auditing procedures applied in our audit of the financial statements and, in our opinion, is
fairly stated, in all material respects, when considered in relation to the financial statements taken as a whole.
The federal awards of the State’s component units are included in the single audits of those agencies and
therefore the accompanying schedule of expenditures of federal awards does not include these federal
awards.

This report is intended solely for the information and use of the State of Kansas Legislative Post Audit
Committee, management, federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than those specified parties.
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STATE OF KANSAS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2003

Basis of Accounting

Except for certain noncash federal award programs, the accompanying schedule is presented on an
accrual basis of accounting. Commodity food distribution is presented at the value assigned to the
commodities by the federal granting agency. Food stamps are presented on the basis of the
redeemable value of the food stamps distributed. Higher Education Act insured loans and revolving
fund loans are presented on the basis of the amount of loan awards.

Student Financial Assistance Programs

Federal funded student financial assistance programs are administered for the State of Kansas by the
various Board of Regents institutions. The programs at each institution are administered separately
from those of any other institution. Totals for each program are presented below:

CEDA #

84.007 Supplemental Education Opportunity Grants § 2,045,268
84.032 Federal Family Education Loan Program 158,819,138
84.033 Federal Work Study Program 3,103,227
84.038 Perkins Loan Program 2,323,094
84.063 Pell Grant Program 39,889,048
84.268 Federal Direct Loan 74,291,865
93.342 Health Professions Student Loans, including Primary

Care Loans/Loans for Disadvantaged Students 768,414
93.364 Nursing Student Loans 162,683
93.925 Scholarships for Health Professions Students from

Disadvantaged Backgrounds 318,910

Guaranteed Student Loans, Health Education Assistance Loans and Federal Family Education Loans
are made by financial institutions rather than by the educational institution.

-17-



STATE OF KANSAS

(Continued)

Year Ended June 30, 2003

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Revolving Loan Fund

The Community Development Block Grant (administered by the Kansas Department of Commerce
and Housing), the Water Pollution Control Revolving Loan Fund and the Public Water Supply
Revolving Loan Fund (both administered by the Kansas Department of Health and Environment) are
revolving loan funds. The value of the loans associated with these programs is summarized as

follows:
CFDA July 1, 2002 June 30, 2003
Number Balance New Loans Repayments Balance

Community Development

Block Grant Loans 14.228 $ 20,327,093 $ 2,406,479 $ 2,687,828 $ 20,045,744
Water Pollution Control

Revolving Loan Fund 66.458 313,678,991 92,955,583 20,481,326 386,153,248
Public Water Supply

Revolving Loan Fund 66.468 94,284,447 27,640,666 3,657,587 118,267,526
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STATE OF KANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Fiscal Year Ended June 30, 2003

Part I - Summary of Auditor's Results

1. The independent auditors' report on the financial statements expressed an unqualified opinion.

2. No material weaknesses or reportable conditions over the financial statements were reported.

3. No instances of noncompliance considered material to the financial statements were disclosed by the audit.
4. No material weaknesses or reportable conditions over federal awards were reported.

S. The audit disclosed findings related to internal control over compliance with requirements applicable to major

federal awards programs that are required to be reported.

6. The independent auditors’ report on compliance with requirements applicable to major federal award programs
expressed an unqualified opinion,

7. The audit disclosed findings required to be reported by OMB Circular A-133.
8. The State's major programs were:
Name of Federal Program CFDA Number
Based on Threshold:
Section 8 Project-Based Cluster 14.182,14.195,14.856
Community Development Block Grant/State’s Program 14.228
Unemployment Insurance (UT) 17.225
Trade Adjustment Assistance-Workers 17.245
Migrant Education- Basic State Grant Program 84.011
Improving Quality Teacher State Grants 84.367
Temporary Assistance for Needy Families 93.558
Child Support Enforcement 93.563
Low-Income Home Energy Assistance 93.568
State’s Children Insurance Program (SCHIP) 93.767
Medicaid Cluster 93,775, 93.777, 93.778
Block Grants for the Prevention and Treatment of Substance Abuse 93.959
Social Security —Disability Insurance (DI) 96.001
Additional Selections:

Adoption Assistance 93.659

9. A threshold of $10,972,000 was used to distinguish between Type A and Type B programs as those terms are

defined in OMB Circular A-133.

10. The State qualified as a low-risk auditee as that term is defined in OMB Circular A-133.
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Part II - Findings Relating to the Financial Statement Audit as Required to be Reported in
Accordance with Generally Accepted Government Auditing Standards

There were no financial statement findings noted.
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Part III - Federal Award Findings and Questioned Costs
Finding No. 03-1
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition —During 2003, the new fiscal agent, Electronic Data Systems (EDS), utilized the former fiscal
agent Blue Cross/Blue Shield of Kansas (BCBS) MMIS computer system to process provider claim
payments under the Medicaid Program. EDS continued to utilize the BCBS MMIS system until October
2003 when their own computer system became operational. Historically, the Department of Social and
Rehabilitation Services (SRS) has relied upon the controls of BCBS & MMIS in the processing of these
claim payments. A complete review of the controls related to the claim payment process has not been
performed by a third party, and a SAS No. 70 report has not been received. SAS No. 70 provides
guidance on the factors an independent auditor should consider when auditing the financial statements of
an entity that uses a service organization to process certain transactions. The user auditor should
consider the effect of the service organization on the internal control of the user organization (the State)
and the availability of evidence to obtain the necessary understanding of the user organization’s internal
control in order to plan an audit, assess control risk at the user organizations, and perform substantive
tests.

Criteria — The Office of Management and Budget (OMB) Compliance Supplement for the Medicaid
Cluster recommends that a SAS 70 report be received in order to document the understanding of, and
gain reliance on, any outside service organization’s controls.

Effect — Provider payments on Medicaid claims are processed by MMIS. Ifthe proper controls are not in
place and are not being adequately monitored, provider payments may be incorrectly processed.

Questioned Costs — None

Recommendation — SRS should require the new fiscal agent (EDS) to provide a SAS 70 report on the
internal control over its provider claims processing for the Medicaid program. Any other areas of
processing which are significant to the Medicaid program should also be covered by the report.
Additionally, as future contracts are negotiated for service organizations used to process provider
payments, the requirement for an annual SAS 70 report should be included as a contract provision.

We understand that the contract for the new claims processor included a provision for a SAS 70 report
and therefore this recommendation has been implemented for the year ended June 30, 2004.
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Finding No. 03-2

Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)
Condition — Two out of a sample of forty-five professional Medicaid providers with expired Kansas
Board of Healing Arts (KBOHA) licenses were still shown as active providers on the Medicaid

Management Information System (MMIS) system.

Criteria — During 2003, the State utilized Electronic Data Systems (EDS) to ensure that all third party
Medicaid providers were licensed in accordance with Federal, State, and local laws and regulations.

Effect — Medicaid providers could be receiving payments despite being ineligible to receive Medicaid
payments due to the expiration of their licenses.

Questioned Costs — None. It was verified by EDS that there were no payments for claims to theses
providers for services rendered after their licenses to practice had expired.

Recommendation — EDS should implement controls in order to ensure that only licensed medical
providers who are eligible to receive Medicaid payments be shown as active on the MMIS system.
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Finding No. 03-3
Federal Program — Child Support Enforcement (CFDA No. 93.563)

Condition— For two out of 32 total cases selected for compliance testing of special tests and provisions,
the noncustodial parent’s address was verified; however, the agency did not (1) establish an order for
support, and (2) complete service of process necessary to commence proceedings to establish a support
order and, if necessary, paternity within the required timeframe.

Criteria — Within 90 calendar days of locating the alleged father or noncustodial parent, regardless of
whether paternity has been established, the agency should establish an order for support or complete
service of process necessary to commence proceeding to establish a support order and, if necessary,
paternity.

Effect — The applicant parent was unable to use the services available through Child Support
Enforcement to determine paternity and collect funds from the noncustodial parent in a timely manner.

Questioned Costs — None
Recommendation — Caseworkers should adhere to federal compliance requirements regarding the

establishment of child support orders as well as maintain accurate records of failed attempts to establish
a child support order in the case file.
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Finding No. 03-4
Federal Program — Child Support Enforcement (CFDA No. 93.563)

Condition — The PSC 272A, Federal Cash Transaction Report was incorrectly filed for the quarters
ended 12/31/02, 3/31/03, 6/30/03, and 9/30/03. The cumulative amount of cash drawdowns is prepared
on a worksheet from the 396A, Child Support Enforcement Quarterly Report of Expenditures and
Estimates. Thereports for the quarters ended 12/31/02 and 9/30/03 were incorrectly filed due to the fact
that, when transferring the numbers to the worksheet, the prior quarter adjustment numbers were
sometimes transferred with the wrong sign, which resulted in reporting the cumulative amount of cash
drawdowns at less than what actually occurred. The report for the quarter ended 3/31/03 was filed
incorrectly because the state share of expenditures prior quarter adjustment amount was used instead of
the federal share of expenditures prior quarter adjustment amount. The report for the quarter ended
6/30/03 was filed incorrectly because the “CUM — PREV PER” amount for CSE was keyed in
incorrectly.

Criteria — The PSC 272A, Federal Cash Transaction Report is required to be filed for Child Support
Enforcement every quarter, indicating the total amount of grant awards and the cumulative amount of
cash drawdowns.

Effect — Amounts represented to the federal awarding agency were misstated.

Questioned Costs — None

Recommendation—The completed PSC 272A should be independently reviewed by someone other than
the preparer and matched to the supporting documentation.
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Finding No. 03-5
Federal Program — State Children’s Health Insurance Premium (SCHIP) (CFDA No. 93.767)

Condition — The State of Kansas’ Medicaid Cluster program incurred a finding under provider eligibility
that in turn affects the maintenance of effort requirement for SCHIP. The finding for the Medicaid
Cluster was that two professional Medicaid providers, out of a sample of forty-five tested, had allowed
their licenses to practice through the Kansas Board of Healing Arts (KBOHA) expire, yet these providers
were still being shown as active providers on the Medicaid Management Information System (MMIS)
system.

Criteria — The Office of Management and Budget Circular A-133 Compliance Supplement for SCHIP
states “In order to receive Federal matching funds for SCHIP expenditures at the enhanced matching
rate, each State must continue to maintain its Medicaid eligibility standards and the methodologies that
were applied in its Medicaid State plans as of June 1, 1997.”

Effect -Medicaid providers could be receiving payments despite being ineligible to receive Medicaid
payments due to the expiration of their licenses.

Questioned Costs - None

Recommendation - The State of Kansas Medicaid program should implement controls in order to ensure
that only licensed medical providers who are eligible to receive Medicaid payments be shown as active
on the MMIS system. Once the State of Kansas implements these controls and achieves compliance
with provider eligibility for Medicaid Cluster program, then the SCHIP grant will be in compliance with
federal maintenance of effort requirements.

25-



Finding No. 03-6
Federal Program — Adoption Assistance (CFDA No. 93.659)

Condition — Adoption subsidy payments were allocated at the State fiscal year 2002 Federal Medical
Assistance Percentage (FMAP) of 60.2% instead of the State fiscal year 2003 FMAP rate of 60.15% for
a four month period beginning July 1, 2002 through November 30, 2002.

Criteria — According to the U.S. Office of Management and Budget Circular A-133 Compliance
Supplement, “The percentage of Title IV-E funding in adoption assistance subsidy payments will be the
Federal Medical Assistance Program percentage.”

Cause — The State of Kansas Department of Social and Rehabilitation Services (SRS) Funding Table,
which allocates costs across the agency, was not updated to reflect the correct FMARP rate.

Effect — For five months, the federal government was providing a match of 60.2% on all subsidy
payments instead of a 60.15% match, thus the State was not providing enough match.

Questioned Costs — The State of Kansas received approximately $5,083 extra from the federal
government.

Recommendation - SRS should implement controls in order to ensure that changes in matching rates are

updated in the SRS funding table to ensure that subsidy payments for the Adoption Assistance program
are being allocated at the correct FMAP rate.
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Finding No. 03-7
Federal Program — Adoption Assistance (CFDA No. 93.659)

Condition — In two of twenty-three case files tested, there was a lack of documentation concerning the
State making reasonable efforts to place the child for adoption without a subsidy. Also, in two of
twenty-three case files, there was a lack of documentation that the child was Title IV-E foster care
eligible or SSI (Supplemental Security Insurance) eligible.

Criteria — The State is required to maintain documentation in the case files showing reasonable efforts to
place the child for adoption without a subsidy and also that the child is Title IV-E foster care eligible or
is eligible for SSI.

Cause — Adequate documentation was not maintained in the case file.

Effect— Subsidy payment could be being made on behalf of children who are not eligible to be receiving
payments.

Questioned Costs — None

Recommendation - The Adoption Assistance program should require standard forms to be maintained in
all case files documenting all eligibility criteria.
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Finding No. 03-8

Federal Program — Block Grants for Prevention and Treatment of Substance Abuse (SAPT) (CFDA No.
93.959)

Condition — The State of Kansas failed to meet the Substance Abuse Prevention and Treatment
Program’s level of effort requirement relating to non-federal expenditures to substance abusers with
tuberculosis. Based upon areview of the Federal Fiscal Year 2004 Annual Application for SAPT, it was
noted that non-federal expenditures for substance abusers with tuberculosis did not exceed the required
base amount.

Criteria— The Office of Management and Budget (OMB) Compliance Supplement for Block Grants for
Prevention and Treatment of Substance Abuse specifies that the State must maintain expenditures of
non-federal amounts for tuberculosis services at a level not less than the average of such expenditures
maintained by the State for the 2-year period preceding the first fiscal year for which the State receives
such a grant.

Effect — 1f the State of Kansas does not comply with Federal requirements, this could mean that
tuberculosis services are not receiving an adequate amount of funding.

Questioned Costs — None.

Recommendation — The State of Kansas should monitor its spending for substance abusers with
tuberculosis in order to comply with Federal requirements.
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Finding No. 03-9

Federal Program —Block Grants for Prevention and Treatment of Substance Abuse (SAPT) (CFDA No.
93.959)

Condition — The State of Kansas inappropriately completed the Federal Fiscal Year 2004 SAPT Block
Grant Application using State Fiscal Year 2002 expenditures instead of Federal Fiscal Year 2002
expenditures.

Criteria—The Federal Fiscal Year 2004 SAPT Block Grant Application instructions require that Federal
fiscal year expenditures be used to complete the various forms of the application.

Effect — If the State of Kansas uses State fiscal year expenditures rather than federal fiscal year
expenditures, then the SAPT Block Grant could receive funding based on incorrect information
(depending on the difference between actual and estimated expenditures).

Questioned Costs — None

Recommendation— The State of Kansas should develop and maintain an adequate accounting system that

allows them to classify expenditures according to the Federal fiscal year and report such as requested on
the SAPT Block grant application.
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Finding No. 03-10

Federal Program — Disability Insurance/SSI Cluster (Disability Determination Services) (CFDA No.
96.001/96.006)

Condition — In October 2002, the Social Security Administration’s Office of the Inspector General
performed an audit of the State of Kansas’ Disability Determination Services program. This review cited
known questioned costs of $201,218 related to unallowable costs, which have been refunded to the
Social Security Administration, and disputed questioned costs of $4,923,606 related to indirect costs
inappropriately charged to the program.

Cause — According to the Office of Inspector General, the questioned costs were caused by “incorrect
indirect cost allocations, inappropriate non-SSA work cost charges, and inaccurate other nonpersonnel
costs.”

Effect — The State of Kansas has refunded $201,218 of the unallowable costs to the Social Security
Administration. The disputed questioned costs related to the indirect costs are currently under appeal
with the Department of Health and Human Services (HHS).

Questioned Costs — $201,218 known questioned costs, $4,923,606 disputed questioned costs
Recommendation — The State of Kansas should implement the procedures recommended by the Office of

Inspector General to ensure future unallowable costs do not occur. The State of Kansas is currently
awaiting the outcome of their appeal to HHS regarding the indirect costs.
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Finding No. 03-11
Federal Program — Temporary Assistance for Needy Families (TANF) (CFDA No. 93.558)

Condition — One of 23 files selected for testwork lacked documentation demonstrating the reasons for
allowing a TANF recipient who had been terminated from the program to be reinstated after a second
refusal to work penalty was assessed.

Criteria— Federal compliance requirements allow states to set guidelines for TANF penalties and states
are to adhere to the guidelines they set in order to be in compliance. The Kansas Economic Employment
and Support Manual states that “for the second and all subsequent refusal to work penalties, TANF funds
are to be taken away until the participant complies with the work requirement or two months, whichever
is longer.” Documentation must be evident in the case files to show the participant’s willingness to
comply with State guidelines and therefore be reinstated in the TANF program.

Effect — TANF funds could be spent on recipients who have not fulfilled the work requirements and are
therefore ineligible.

Questioned Costs - None

Recommendation ~ The State should implement controls to make sure proper documentation is
maintained in the case files concerning compliance with work requirements.
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Finding No. 03-12
Federal Program — Unemployment Insurance (CFDA No. 17.225)

Condition—The ETA 581, Contribution Operations, the ETA 191, Financial Status of UCFE/UCX, and
the ETA 227, Overpayment Detection and Collection Activities reports are derived from financial
information obtained from the State of Kansas Information Technology (IT) department. However, this
financial information is not reconciled to the STARS general ledger.

Criteria — The financial information obtained from the IT department used in these reports should be
reconciled with or obtained from the STARS general ledger accounting system to ensure data accuracy.

Effect — The reports may contain incorrect or inaccurate information.
Questioned Costs — None
Recommendation— A member of management should reconcile the financial information in these reports

with the STARS general ledger accounting system, or establish a computer program that automatically
reconciles reports to the Unemployment Insurance Program's general ledger prior to submission.
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Finding No. 03-13

Federal Program — Trade Adjustment Assistance (CFDA No. 17.245)

Condition — One expenditure of the total of 25 expenditures selected for testing (or approximately 4%)
was overpaid. The amount paid indicated on the voucher and the general ledger was $91.08. However,
the supporting documentation indicated that the amount paid should have been $68.31.

Criteria — Expenditures must be paid for the correct amount billed by the vendor or reimbursable to the
recipient. Any overpayments are considered unallowed costs according to OMB Circular A-133
Compliance Supplement.

Effect — The recipient was overpaid by $22.17.

Questioned Costs — $22.17

Recommendation — Controls should be implemented so that vouchers are matched against supporting
documentation to ensure that the billed amount is the same as the amount paid.

-33-



Finding No. 03-14

Federal Program — Trade Adjustment Assistance (CFDA No. 17.245)

Condition — The Trade Act Participant Report for the quarter ending March 31, 2003 reported incorrect
total earnings from wages for the “1* Quarter Following Exit,” “2™ Quarter Following Exit,” and “3™
Quarter Following Exit.” The amounts reported for each quarter were one quarter behind the actual
amounts.

Criteria—The Department of Labor requires that the total earnings from wages for the first, second, and
third quarters following exit from training under the Trade Adjustment Assistance be reported correctly

by quarter.

Effect — The Department of Labor has received incorrect amounts for the total earnings from wages for
the first, second, and third quarters following exit.

Questioned Costs — None

Recommendation — A member of management should review and reconcile the supporting
documentation to the report before the report is submitted.
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Finding No. 03-15

Federal Program — Trade Adjustment Assistance (TAA) (CFDA No. 17.245)

Condition — During eligibility testing of the Trade Adjustment Assistance Program, two of the thirty-two
Trade Readjustment Allowance (TRA) claimants remained eligible for more than the maximum
combined number of weeks available for receipt of unemployment compensation.

Criteria—For TAA recipients, the maximum combined number of weeks for receipt of unemployment
compensation (UC), extended benefits (EB), and trade readjustment assistance (TRA) cannot exceed 52
weeks, except that up to 26 additional weeks of TRA may be paid to program participants enrolled in
approved training. However, the Federal government issued temporary extended unemployment
compensation (TEUC) and additional TEUC. TEUC was issued for a maximum of 13 weeks for receipt
of benefits; additional TEUC was issued for a maximum of 26 weeks for receipt of benefits. TEUC and
additional TEUC served to reduce regular TRA (not the additional TRA). Kansas also issued two
additional weeks of state unemployment benefits, Kansas Additional Benefits (KAB). Therefore, for
claimants enrolled in approved training, the maximum combined number of weeks for receipt of benefits
is 93. For claimants waived from approved training, the maximum combined number of weeks for
receipt of benefits is 67.

Cause - The deficiency noted above resulted primarily for two main reasons. Recent changes to the
Trade Adjustment Assistance Program such as the introduction of Temporary Extended Unemployment
Compensation benefits (TEUC) and extended TRA benefits have increased the program’s complexity.
Also, recent turnover in the computer programming staff in the information technology department has
slowed the process of developing a computer program to deal with the above-mentioned changes.

Effect — Two claimants of the thirty-two selected for testwork were overpaid by a total of $2,760.
Questioned Costs — $48,144 (includes $2,760 of known questioned costs and $45,384 of likely
questioned costs ($2,760 known errors divided by $218,313 of TRA payments during SFY 03 in our
sample population multiplied by $3,589,822 of total population TRA payments during SFY 03).
Recommendation — In order to ensure that TAA/TRA claimants are not overpaid, we encourage the

Department of Human Resources to hire and train the computer programming staff necessary to develop
new programs as changes to TAA/TRA arise.

-35-



Finding No. 03-16
Federal Program- Migrant Education- Basic State Grant Program (CFDA No. 84.011)

Condition - The U.S. Department of Education, Office of Inspector General conducted a review of the
Migrant Education program in the spring of 2003. As a result of this review, the U.S. Department of
Education cited that “the State of Kansas did not establish and implement appropriate procedures to
identify and target “Priority for Services” to migratory children who are failing, or most at risk of
Jailing, to meet State of Kansas standards, and whose education was interrupted during the regular
school year”.

Criteria - Per the OMB A-133 Compliance Supplement, Special Tests and Provisions, “Subgrant
Process”, a State educational agency’s process to target Migrant Education funds should take into
account the “priority for services” requirement.

Effect - As aresult, the U.S. Department of Education has no assurance that the State of Kansas used the
Migrant Education funds for “Priority of Services” migratory children before providing services to other
migratory children and the State of Kansas was unable to report the correct number of “Priority of
Services” migratory children served in the Consolidated State Performance Report.

Questioned Costs — None

Recommendation — We understand that the State is implementing procedures that will effectively
identify and target “Priority of Services” to migratory children. The State’s response to the U.S.
Department of Education’s finding is that the State of Kansas is (1) revising the Local Consolidated Plan
onsite monitoring instrument to include specific review of documentation of appropriate use of migrant
funds for the Priority of Services migratory children; (2) have defined what constitutes “at risk of
Jailing” State standards and “whose education has been interrupted during the regular school year”;
and (3) are implementing procedures to identify and collect the number of Priority of Services migratory
students served in Kansas’ schools.
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STATE OF KANSAS
CORRECTIVE ACTION PLAN (UNAUDITED)

Year Ended June 30, 2003

Finding No. 03-1 -Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services

Corrective Action Plan - The Department of Social and Rehabilitation Services (SRS) has signed a new
contract for its Medicaid Management Information System contract. The new contract specifies that the
service organization obtain independent audit work in compliance with GAAP and CobiT (Control
Objectives for Information Technology). The SAS 70 report requirement is specifically mentioned as a
requirement in that contract. (This is RFP # 4.4.9 — listed under Additional Requirements)
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-2 - Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services

Corrective Action Plan - Electronic Data Systems (EDS) the fiscal agent receives a monthly update
electronically from the Kansas Board of Healing Arts (KBOHA) listing the expiration date(s) of enrolled
providers. EDS will filter this listing to compile a list of providers whose license will expire within 30
days. These providers will receive a letter informing them of possible inactivation if their license is not
renewed. A second letter will be sent to providers 30 days after license expiration, with a final letter sent
to the provider 60 days after license expiration. Any provider who does not notify EDS of their license
renewal will have their enrollment status inactivated. (This process was implemented in January 2004)

SRS will also review the feasibility of initiating a system edit to screen against active provider licenses.

This will be included as a system enhancement. (There are currently no defined target dates for system

enhancements. The proposed enhancements would be evaluated and prioritized based on a variety of
criteria, which may include: changes in Federal or State regulations; program requirements; budgetary
constraints; staffing issues/concerns; provider impacts; system capabilities.)
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-3 - Federal Program — Child Support Enforcement (CFDA No. 93.563)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services

Agency Response - Kansas Child Support Enforcement appreciates the opportunity to review and
respond to the audit findings. Of the 32 cases sampled, two resulted in findings. This represents a 94%
compliance rate which exceeds the Federally mandated Establishment rate of 75%. In addition, it
represents an improvement over the Single Audit three years ago which resulted in four findings. Child
Support Enforcement staff are pleased with the results and dedicate themselves to striving for continued
improvement. The two cases in question have been researched. The errors have been reported to the case
manager and supervisor for analysis and resolution.

Corrective Action Plan - In looking toward the future and seeking improvement, three methods of
progress either are or will be implemented. First, the Self Assessment Unit will continue to conduct
annual reviews of sampled cases. As part of these reviews, establishment requirements are analyzed. If
errors are discovered, they are brought to the attention of the field office and case manager for resolution.

Secondly, Self Assessment reports are released quarterly and are used as a training tool for new and
existing staff. The reports detail cases in various stages of establishment and enforcement. They also
pinpoint any deviations from Kansas policy or Federal regulation. In this manner, they serve as a useful
training tool for field staff.

In terms of future plans, Child Support staff are currently developing a report which will identify all
Kansas cases in which paternity and child support are not established while an active address is known.
This report will be used to focus effort on establishment cases thus increasing the rate of paternity and
child support order establishment in Kansas.
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-4 - Federal Program — Child Support Enforcement (CFDA No. 93.563)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response - The 12/31/02 396 A expenditure report was incorrect, resulting in the 12/31/02 272A
report being incorrect. This was the result of a number misread by the person preparing the 272A. This
resulted in the 272A for 12/31/02 being off $50,050.

The 3/31/03 396A was corrected for this but the 272A for the same time period was not. The 6/30/03
272A corrected the earlier $50,050 error, but another error by the 396A preparer reporting a negative
$24,038 instead of a positive $24,038 resulted in the 6/30/03 396A and 272A being incorrect.

The 9/30/03 396A corrected the 6/30/03 396A report. The 9/30/03 272A corrected the 6/30/03 error
because the 9/30/03 272A is a cumulative report. Because the 272A is a cumulative report and all
corrections have been made by 9/30/03 there are no questioned costs overall.

Corrective Action Plan - In the future after the 272A preparer has completed the 272A, the accountant

submitting the documentation from the 396A will review the 272A for accuracy before the 272A
preparer submits the 272A electronically.
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-5- Federal Program — State Children’s Health Insurance Premium (SCHIP) (CFDA No.
93.767)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response/Corrective Action Plan — See the response and plan for Finding No. 03-2 on page 22
on the Medicaid Cluster.
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-6- Federal Program — Adoption Assistance (CFDA No. 93.659)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response - The SRS Funding Table was updated to reflect the correct FMAP rate. The error
occurred because the KSCARES table was not updated timely with the correct funding information.

Personnel in the Federal Financial Reporting Unit update the SRS Funding Table quarterly or more often
if changes are needed. When this is done a new Funding Table is issued to the ITS personnel responsible
for updating the KSCARES system. There was a change of ITS personnel at the time of the update in
question and KSCARES did not get updated with the new FMAP that quarter and the 2 months
following.

Corrective Action Plan - In the future the Federal Financial Reporting Unit manager will do a follow up
with personnel involved with the systems that derive their funding from the SRS Funding Table to
ensure that an update is done.
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-7 - Federal Program — Adoption Assistance (CFDA No. 93.659)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response/Corrective Action Plan— Children and Family Service’s policy manuals and forms will
be changed and forwarded to all workers statewide to ensure that all documentation required to
determine eligibility for adoption assistance will be maintained in a separate adoption subsidy folder in
both the financial file and the child’s file for review and audit purposes.

The CFS 4019, Eligibility for Adoption Assistance, will serve as a checklist for workers to use to ensure
that all criteria are met when determining if the child is eligible for IV-E adoption subsidy. Copies ofall
documents used to complete the checklist will be attached to the form and the form and all supporting
documents will be placed in a separate adoption subsidy folder in both the financial file and in the child’s
permanent case file. Documents included will be a copy of the adoption petition, a copy of the PRT or
voluntary relinquishment agreement, the CFS 4024, a copy of the child’s social history and or case
planning documentation related to determination of the child’s special needs, documentation of
attachment to foster parent, placement with relative, or individual recruitment plan, case planning
conference notes related to the reasonable efforts made to place without adoption subsidy, all foster care
IV-E determination documentation, and documentation of eligibility or receipt of SSI.
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-8 - Federal Program — Block Grants for Prevention and Treatment of Substance Abuse
(SAPT) (CFDA No. 93.959)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response — Center for Substance Abuse Treatment (CSAT) has agreed to modify the base
amount the state is required to meet to $49,516. This is a substantial reduction from $103,950. Based on
the new base, Kansas does in fact meet the expenditure amounts for 2003 and 2004.

In a letter dated 1/12/04, federal program staff informed SRS that it was in compliance regarding its
maintenance of effort for Tuberculosis for FY 2003 and FY 2004. The letter states:

“The Kansas, Department of Social and Rehabilitation Services, Substance Abuse Prevention,
Treatment, and Recovery was found to be in compliance regarding its maintenance of effort for
Tuberculosis for FY 2003 and FY 2004. The following information outlines the history and steps the
State of Kansas has taken in its best effort to meet the maintenance of effort compliance rates for
tuberculosis services.

e The Kansas, Department of Social and Rehabilitation Services, Substance Abuse Prevention,
Treatment, and Recovery was found to be out of compliance regarding its maintenance of effort
for Tuberculosis for FY 2000 and FY 2001.

e Asaresult, on-site TA was provided to the State In F'Y 2002, at the conclusion of the TA, a plan
was developed and submitted to CSAT as to how the State will be able to meet it’s MOE
requirement for TB in the future.

¢ This plan was submitted in the FY 2003 SAPT Block Grant Application.
* A thorough review of the State’s TB service delivery system was conducted. They are now
aware of the nature and extent of all TB services provided within the State, and have an

understanding of the methodology used to compute the baseline.

If you need more information please refer to the Technical Assistance Report dated September 20,
2002 that is maintained by the State.”
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-9- Federal Program — Block Grants for Prevention and Treatment of Substance Abuse
(SAPT) (CFDA No. 93.959)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response - SRS Health Care Policy concurs with this audit finding. We note that the FFY 2004
application required that SRS report on the use of FFY 2001 Block Grant funds rather than FFY 2002
cited above.

Corrective Action Plan - In the future, SRS Health Care Policy will track and report on the Block Grant
expenditures by Federal Fiscal Year. In accordance with the SAPT Block Grant Application guidelines,
funds from sources other than the Block Grant will continue to be reported on a State Fiscal Year basis
(Section 1, p.5 and Section 2, p. 32).
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STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

Finding No. 03-10- Federal Program — Disability Insurance/SSI Cluster (Disability Determination
Services) (CFDA No. 96.001/96.006)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response - A state participating in the various public assistance programs is required to
determine the amount of commonly incurred expenditures that are allocable to each program the state
administers. A state is required to submit a plan for cost allocation to DCA for its approval. This Cost
Allocation Plan (CAP), is defined as "a narrative description of the procedures that the State agency will
use in identifying, measuring, and allocating all State agency costs incurred in support of all programs
administered by the State agency." Once approved by DCA, a CAP would generally continue in effect
indefinitely if the state submits an annual statement to DCA certifying that the CAP is not outdated.

The adjustments that the auditors recommended and that SSA has requested are based on retroactive
reallocation of KRS Central Office and KS-SRS Administration Division costs. However, SSA may not
fairly require a retroactive reallocation, because the allocation methodology that KS-SRS used was
exactly in accordance with its CAP as approved by the Department of Health and Human Services
Division of Cost Allocation (“DCA”). Once a CAP has been approved by DCA, it continues in effect
indefinitely. See, e.g., New York State Office of Children and Family Services, DAB Dec. No. 1831
(May 29, 2002); see also 45 C.F.R. § 95.509(b). If DCA believes its original approval was in error, it
can require the state prospectively to amend its methods of cost allocation. However, DCA may not
retroactively require allocation other than in accordance with the approved plan. See Oklahoma
Department of Human Services, DAB Dec. No. 963 (June 15, 1988).

Kansas was entitled to rely on the terms of its approved CAP so long as allocation in accordance with the
approved CAP was not contrary to any requirement of federal law and was not clearly inequitable. See
Oklahoma Department of Human Services, DAB Dec. No. 963. The terms of the approved CAP were
not inconsistent with any federal law and were not inequitable, so there is no justification for SSA to
disregard the approved CAP.
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The Audit Report asserts that the KS-SRS allocation methodology was inconsistent with the
requirements of OMB Circular A-87 because it did not result in an allocation to all benefiting programs.
that conclusion is wrong. The 1981 version of OMB Circular A-87 stated that a cost is “allocable . . . to
the extent of benefits received.” 46 Fed. Reg. 9548, 9549 (Jan. 28, 1981). The HHS Departmental
Appeals Board (“the Board” or “the DAB”) has specifically held that the 1981 version of Circular A-87
did not generally require a proportionate or pro rata allocation of costs, see lllinois Department of
Children and Family Services, DAB Decision No. 1530 (1995), and that the Circular permitted DCA to
approve, for example, “an assignment of costs exclusively to one of the fully benefiting programs.” Id.;
see also Illinois Department of Children and Family Services, DAB Decision No. 1645 (1998);
Oklahoma Department of Human Services , DAB Decision No. 963 (1988). The current version of
Circular A-87 states that a cost “is allocable if the goods or services involved are chargeable or
assignable to such cost objective in accordance with relative benefits received.” 60 Fed. Reg. 26484,
26492 (May 17, 1995). The current version made no substantive change in the Circular’s cost allocation
provisions. See Order of July 16, 2002 in DAB Docket No. A-2000-99. Thus, under the Board’ s
rulings, the version of Circular A-87 that was in effect during the audit period (as well as currently) did
not require proportionate or pro rata allocation or allocation to all benefiting programs.

All that OMB Circular A-87 requires is an equitable allocation of costs. See lllinois Department of
Children and Family Services, DAB Decision No. 1530. The allocation methodology established in KS-
SRS’s approved CAP is equitable because the KS-SRS field offices do not utilize KRS Central Office
services to the same degree as the central office program offices.

SRS’s approved cost allocation methodology clearly has not caused KS-DDS’s costs to be out of line.
Quite the contrary, KS-DDS’s average cost per case was below the national average and the Kansas City
regional average for disability determination agencies for fiscal years 1997, 2000 and 2001; was the
lowest average cost per case in the Kansas City region for fiscal year 2001; and for four out of six fiscal
years from 1997 through 2002 was at least $40 lower than the highest average cost per case in the
Kansas City region. These results mean that there is no reason for SSA to question (much less for it to
seek to override) the approved cost allocation methodology that was in effect for these years.

SRS is now appealing this decision to the HHS Departmental Appeals Board.
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CORRECTIVE ACTION PLAN (UNAUDITED)
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Finding No. 03-11- Federal Program — Temporary Assistance for Needy Families (TANF) (CFDA No.
93.558)

Auditee Contact - Mary S. Hoover, Chief Internal Auditors, Department of Social and Rehabilitation
Services, Office of Audit and Consulting Services.

Agency Response - SRS has reviewed the case in question and concurs that the record does not document
that the client was willing to meet the work requirements when the TANF cash case was reopened
following a second work penalty. This is an isolated case situation.

Corrective Action Plan - This audit finding will be discussed with the EES Chiefs, and the importance of
case record documentation will be emphasized.

In addition, the Program Evaluation Consultation (PEC) staff will plan to include a sample of work

program penalty cases in their area reviews to assure there is proper documentation of compliance in the
case record.
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Finding No. 03-12- Federal Program — Unemployment Insurance (CFDA No. 17.225)

Auditee Contact — Gerald Schneider, Chief Financial Officer, Kansas Department of Human Resources

Agency Response -- The United States Department of Labor requires each State to periodically validate
the ETA 581 and the ETA 227 for reporting discrepancies. Past validations of these reports have not
revealed errors in the reported data. Previous investigations of reports comparing operational data to
fiscal data have revealed different criteria for the data elements involved in the particular report, i. e.,
cutoff dates, definitions, etc.

The ETA 191 is also a computerized report generated from the Unemployment Insurance Benefit system.
It also has various elements that affect its information as compared to the STARS record, i.e. cutoff
dates, timing of transactions, etc. To try and reconcile the differences between the two would be an
almost impossible task considering the volume and the different types of adjustments that can be made in
the benefit system to an individual account and when the adjustment is made.

This issue was previously resolved with the federal grantor agency to which the ETA 191 report is
submitted. This same finding was contained in our FY 94 and 95 audit with the following Grantor
Determination: “The Grant officer recognizes that fiscal integrity would be greatly enhanced if the two
systems could be reconciled, if not periodically, at least as part of the audit process. However, since
there is no question of error in the federal reporting system nor difference in the original source
documentation, the Grant officer views the incompatibility of the two systems as an internal State
problem. Therefore, this finding is RESOLVED for purpose of this Determination process”.

We are in the initial stage of gathering information for presentation to the 2004 Legislature session for a

rewrite of the Unemployment Insurance Benefit system. If the project and funding is approved, we will
pursue the auditor’s concern in the design stage of the new system.
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Finding No. 03-13- Federal Program — Trade Adjustment Assistance (CFDA No. 17.245)
Auditee Contact — Gerald Schneider, Chief Financial Officer, Kansas Department of Human Resources

Agency response - The employee reimbursement request form has been changed so that the number at
the bottom the request is no longer transferred to the space at the top of the request. That space now has
“Same as below” typed in so that this clerical error cannot happen again. The supporting documentation
will only have the single space for the amount to be entered. The individual has been notified of the

mileage overpayment and that their next reimbursement check will be reduced by the overpayment of
$22.17.
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Finding No. 03-14- Federal Program — Trade Adjustment Assistance (CFDA No. 17.245)
Auditee Contact — Gerald Schneider, Chief Financial Officer, Kansas Department of Human Resources

Agency Response — A member of management originally found the discrepancy. When the report was
turned over to the auditor, the auditor was notified that it would be incorrect and provided the reason.
All prior and subsequent reports to the March 30, 2003 have the correct wage quarters and fully accurate.
This was a one time human error in determining the quarters required for this report. Management has
instituted a second level review of the report prior to its submission to Department of Labor.
Additionally, personnel responsible for extracting and entering the wage information for the report have
received additional training to preclude future occurrence.
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Finding No. 03-15- Federal Program — Trade Adjustment Assistance (CFDA No. 17.245)
Auditee Contact — Gerald Schneider, Chief Financial Officer, Kansas Department of Human Resources

Agency Response - The audit revealed an approximate 1.26% error rate in TAA/TRA benefit payments.
The cause of these errors was the incorrect application of complex special rules relating to the
implementation of a federal extended benefits program called Temporary Extended Unemployment
Compensation (TEUC). Under these rules, TEUC benefits were to be paid before TRA and in certain
cases, TRA benefit payments were to be reduced by the number of weeks that TEUC was paid.

TEUC implementation was hampered by delays in getting guidance and clarification of program
requirements from the USDOL and the fact that TEUC required extensive, very technical computer
program development. These problems resulted in the misapplication of qualifying rules, causing TRA
benefits to be paid to the subject individuals for weeks that TEUC should have been paid.

Although the auditor’s recommendation is to hire and train additional programming staff to avoid a
repeat of these circumstances, we do not agree that this will be the best solution. These payment
inaccuracies resulted from a conflict of eligibility rules between two complex federal programs, one of
which had not existed prior to March 2002 and likely will not be brought back, at least in its present
form. Compounding the situation is an antiquated State Unemployment Insurance System that was
written in 1960s, containing over 1M lines of code written in COBOL. It has been patched/modified over
the years to the point that a complete rewrite is desperately needed. We feel similar errors can best be
avoided in the future by a complete re-write of the Unemployment Insurance System and through better
dissemination of information and guidance from our federal partners at the USDOL.

We are currently conducting a need assessment on the Unemployment Insurance Benefit System and

intend to have a recommendation for the 2004 Legislature to allow the agency to modernize and rewrite
this antiquated system.
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Finding No. 03-16- Federal Program- Migrant Education- Basic State Grant Program (CFDA No.
84.011)

Auditee Contact — Ronald K. Nitcher, Team Leader, Fiscal Service and Operations, Kansas State
Department of Education

Corrective Action Plan - The Kansas State Department of Education is in the process of developing and
implementing the following procedures to ensure compliance with the Elementary and Secondary
Education Act of 1965, as amended, and the recommendations submitted by the Office of the Inspector
General. Our corrective actions are categorized under each of the three recommendations made by the
OIG.

1. Monitor sub-grantees to ensure funds are used for Priority for Services migratory children
before funds are used for other migratory children.

Onsite Monitoring

o The Kansas State Department of Education is currently revising the Local Consolidation Plan
(LCP) onsite monitoring instrument to include specific review of documentation of appropriate
use of migrant funds for the Priority for Services migratory children.

o Sub-grantees will be required to provide documentation verifying which students are
both at-risk and have had an interruption in education during the regular school year.

o Lists of students receiving migrant services will be compared against the list of
Priority Services migratory students to ensure that these students are receiving
migrant services. Rational is provided for any Priority Service migratory students
not receiving services.

* An onsite monitoring report is written within 30 days of the visit. The report includes any
findings and recommendations. Sub-grantees have 30 days following receipt of the report to
respond. Funds may be held until issues are resolved should a sub-grantee be out of compliance
concerning serving Priority for Services migratory children and failing to respond to the report.

¢ Results from the onsite monitoring visits will be reviewed prior to the Kansas State Department
of Education allocating future Migrant Education funds.

¢ Local school districts with Migrant Education Programs will be given priority status by KSDE
staff when determining which districts to monitor onsite.
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 Itisanticipated that the revisions to the LCP onsite monitoring instrument will be completed in
time to guide audits beginning in the spring of 2004.

Desktop Monitoring

* Beginning with the 2003-04 school year, sub-grantees will report in the LCP Annual Report
data on participating students. The LCP Annual Report has been revised to include the number
of migrant students served who are identified as Priority Services migratory students and those
who are not Priority Services students.

e Data in the LCP Annual Report will be analyzed by the Kansas State Department of Education
to ensure that funds are targeting the Priority Services migratory students.

e Data in the LCP Annual Report will also be verified for accuracy by cross checking data
maintained in the Kansas Migrant Student Network (KMSN), which is the migrant student
record data base system, and reviewing the Certificates of Eligibility (COE) submitted by local
districts.

e State assessment results will be reviewed to verify students identified as “at risk”.

e The KMSN database is monitored by KSDE to ensure that complete information for each
migrant student is entered. Special attention is given to the data elements on “at risk” and
“interruption of education.”

2. Define what constitutes "at risk of failing" state standards and "whose education has been
interrupted during the regular school year".

To define these elements, the Kansas State Department of Education convened a committee of
sub-grantees. The committee recommended and the Department approved the following

definitions:

“At-Risk of Failing” to Meet State Standards -

e Student scores in either the unsatisfactory or basic performance levels on any of the state
assessments in reading, writing, mathematics, social studies or science;
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Student is classified as either non-English proficient or limited English proficient according
to the results of an English Language Proficiency assessment;

Student is not at grade level based on the 2™ grade diagnostic reading assessment;
Student is behind in accruing credits toward graduation requirements;

Student is placed in a class that is not age appropriate, i.e., 8 year-old student placed in first
grade;

Student has repeated a grade level or course;
Student is not attending school regularly (according to school district policy); and,

Student is identified as having disabilities.

Education Has Been Interrupted During the School Year -

Migrant student who moves within the regular school year from one school to another
within a district;

Migrant student who moves across school district boundaries within the school year (and
has a new Qualifying Arrival Date.);

Migrant student who does not officially withdraw from a school but is absent for two or
more weeks and then returns; and,

Migrant student who does officially withdraw, is gone for at least two weeks, and then re-
enrolls.

-55-



STATE OF KANSAS

CORRECTIVE ACTION PLAN (UNAUDITED)
(Continued)

3. Implement the following procedures to identify and collect the number of Priority Services
migratory children served in Kansas’ schools.

* Sub-grantees have been notified of the requirements for identifying and serving Priority of
Services migratory children and new reporting requirements via letters, e-mail (listserv),
migrant director’s meetings and the ESOL/Migrant Annual Conference. The new
definitions adopted by the Department for identifying “at-risk of failing” to meet state
standards and “education has been interrupted during the school year” have also been mailed
and/or presented to migrant directors and data collection clerks.

e The web-based data collection system used for the transfer of migrant student records has
been modified to include the reporting of Priority for Services migratory children. When
reporting these students, school districts must identify the specific criteria the students meet
to be defined as Priority for Services migratory children. We have attached printed copies
from the system (with the names of students marked out to ensure privacy) to document the
reporting of this information. The data currently being collected will be utilized for
determining the funding formula for school districts in the 2004-05 school year. To ensure
that funds were allocated properly by the Kansas State Department of Education for the
2003-04 school year, school districts were required to report this same information through
individual surveys.

e As previously stated, the LCP Annual Report has been revised to include the number of
migrant students served who are identified as Priority for Services migratory students and
those who are not Priority for Services students. The information provided can be used to
confirm the data reported via the web-based data collection system.

By developing and implementing this corrective action plan, we trust you will concur that the Kansas
State Department of Education will be able to appropriately identify, as required by federal law,
migratory children who are failing, or most at risk of failing, to meet the state’s challenging content
standards and challenging performance standards, and whose education has been interrupted during the
regular school year to receive Priority for Services. In closing, we also wish to mention that with
guidance from the U.S. Department of Education, we are in the process of redesigning our needs
assessment process to ensure that services provided to Priority Service migratory children are truly the
services required to meet their needs.
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For the Fiscal Year Ended June 30, 2003

Prior Year Finding No. 02-1
Federal Program - Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condlition - During 2002, the State utilized Blue Cross/Blue Shield of Kansas (BCBS) to process
provider claim payments under the Medicaid program. The Department of Social and Rehabilitation
Services has historically relied upon the controls of BCBS in the processing of these claim payments. A
complete review of the controls related to the claim payment process has not been performed by a third
party and a SAS No. 70 report has not been received. SAS No. 70 provides guidance on the factors an
independent auditor should consider when auditing the financial statements of an entity that uses a
service organization to process certain transactions. The user auditor should consider the effect of the
service organization on the internal control of the user organization (the State) and the availability of
evidence to obtain the necessary understanding of the user organization's internal control in the order to
plan an audit, assess control risk at the user organizations and perform substantive tests.

Criteria - The Office of Management and Budget (OMB) Compliance Supplement for the Medicaid
Cluster recommends that a SAS 70 report be received in order to document the understanding of and
gain reliance on, any outside service organization's controls.

Effect - Provider payments on Medicaid claims are processed by BCBS. If the proper controls are not
in place and are not being adequately monitored, provider payments may be incorrectly processed.

Questioned Costs - None.

Recommendation - The Department of Social and Rehabilitation Services (SRS) should request BCBS to
provide a SAS 70 report on internal control over its provider claims processing for the Medicaid
program. Any other areas of processing which are significant to the Medicaid program should also be
covered by the report. Additionally, as future contracts are negotiated for service organizations used to
process provider payments, the requirement for an annual SAS 70 report should be included as a contract
provision.

Follow-up — Although a SAS 70 report was not received for the year ended June 30, 2003, the new
contract with the new fiscal agent, Electronic Data Systems (EDS), specifies that once SRS is no longer
using the previous fiscal agent’s information system, EDS is required by contract to obtain a SAS 70
report.
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Prior Year Finding No. 02-2

Federal Program — Child Care Cluster (CFDA No. 93.575, 93.596)

Condition — One out of 32 applications tested was not dated. As a result we were unable to determine if the
eligibility determination process was completed within 30 days.

Criteria — SRS requires that Child Care Assistance Eligibility be determined within 30 days of the agency’s
receipt of a signed application.

Effect — The timeliness of the eligibility determination process was unable to be assessed.

Questioned Costs — None.

Recommendation — Although a procedure is currently in place to date stamp all applications, we recommend
that procedures be strengthened for review of client files during the applicant’s appointment to apply for
child care assistance in order to ascertain whether the application date was stamped on the application or a

phone log entry was made on the correspondence form. This will assist in substantiating compliance with
the 30 day requirement.

Follow-up — The stamping of applications was discussed at SRS meetings and the importance of date
stamping was emphasized with department chiefs. The department chiefs then emphasized the importance
to local office staff.
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Prior Year Finding No. 02-3

Federal Program — Child Care Cluster (CFDA No. 93.575, 93.596)

Condition — Grantee had not submitted final reports by deadline.

Criteria — SRS requires final reports from grantees within 60 days of grant period.

Effect — Information is not available to SRS in a timely manner to determine if the grantee is in compliance
with requirements of the grant.

Questioned Costs — None.

Recommendation — SRS has a system in place to follow up with grantees who have not submitted their final
reports. In this instance SRS did follow up, but the grantee did not respond. We recommend SRS Child
Care personnel institute procedures which encourage grantees to respond to requests for information in a
more timely manner.

Follow up — During 2003, we no longer had a Child Care Center program at the State due to the budget

crisis. We did do site visits and follow-up phone calls to grantees who did not turn in reports. If we
reinstate the grant program in the future, we will include this as one of our procedures.

-59-



STATE OF KANSAS

FOLLOW UP ON PRIOR AUDIT FINDINGS
(Continued)

Prior Year Finding No. 02-4

Federal Program — Child Care Cluster (CFDA No. 93.575, 93.596)

Condition — The on-site monitoring occurred 103 days after the grant period.

Criteria — SRS requires that on-sire monitoring shall occur once during the grant period.

Effect — The on-site monitoring by SRS during the grant period allows management to determine if the
grantee is in compliance with requirements of the grant and make recommendations before the end of the
grant period, if required. The ability to make timely recommendation is lost when on-site monitoring is not
done during the grant period.

Questioned Costs — None.

Recommendation — We recommend that procedures be instituted to allow for timely on-site monitoring visits
to comply with monitoring guidelines.

Follow up-During 2003, we no longer had a Child Care Center program at the State due to the budget crisis.

We did do site visits during the conclusion of this grant program. If we reinstate the grant program in the
future, we will include procedures that would monitor that site visits are completed timely.
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Prior Year Finding No. 02-5

Federal Program — Child Care Cluster (CFDA No. 93.575, 93.596)

Condition — The Head Start on-site monitoring procedures do not include verification of compliance with
publicity releases.

Criteria— SRS requires that all publicity releases and materials published in connection with the grant shall
conspicuously acknowledge support of the Kansas Department of Social and Rehabilitation Services.

Effect— Without a monitoring step to review for compliance with the requirement for publicity releases, SRS
1s unable to determine compliance.

Questioned Costs — None.

Recommendation — We recommend that SRS include this requirement on the Head Start monitoring
checklist to ascertain compliance.

Follow Up — The compliance with publicity releases has been added as a review element to the Early Head
Start site visit review checklist and is currently being used at site visits.
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Prior Year Finding No. 02-6
Federal Program — Child Care Cluster (CFDA No. 93.575, 93.596)
Condition — No independent audit report was received by SRS from the grantee.

Criteria — Non-federal entities that expend over $300,000 or more in a year in Federal awards shall have a
single or program-specific audit conducted for that year in accordance with the provisions of OMB Circular
A-133. The independent auditor report must be submitted within nine months of grantee’s fiscal year end to
SRS.

Effect — Without the Single Audit report, SRS is unable to review and determine is all compliance aspects
were met.

Questioned Costs — None.

Recommendation — We recommend that SRS implement procedures to timely monitor grantee compliance
with the submission of independent auditor reports.

Follow-up- The Office of Audit did implement new procedures to ensure timely submission of independent
audit reports. Staff have been assigned to monitor the automated tracking system and report late filing to
their audit managers. The audit managers routinely contact the provider if the report is late. If that doesn't
result in submission of an audit, they work with program staff to determine what course of action needs to
be taken to obtain a report. Possible alternative courses of action include: assessing penalties, withholding
current grant funds or closing out the report based on available information.
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Prior Year Finding No. 02-7

Federal Program — Workforce Investment Act Cluster (CFDA No. 17.258, 17.259, 17.260)

Condition —26 percent (compared to the maximum requirement of 25 percent) of the dislocated workers
funded amount was reserved for rapid response activities. The overage was due to a modification received
late in the fiscal year. The modification was an amount that was rescinded from the program year allotment
and divided between administration costs, rapid response, and the five local area allocations based upon the
1999 and 2000 program year expended balances in proportion to the state as a whole. Before the
modification, the department was in compliance with the compliance supplement criteria.

Criteria — The Office of Management and Budget (OMB) Compliance Supplement for the Workforce
Investment Act Cluster states that the State must reserve for rapid response activities a portion of funds, up
to 25 percent, allotted for dislocated workers.

Ejffect — Funds allocated to Rapid Response in error were unavailable for other program activities.

Questioned Costs — $31,939.

Recommendation — Procedures be implemented to insure modifications are appropriately rescinded from
allotments for administration costs, rapid response and the five local areas.

Follow-up- The adjustment of the fund allocations was completed on December 20,2002 when the Rapid
Response funds were redistributed to Statewide Administration and Setaside activities in the amount of
$30,110 and $1,829 was allocated to the local area 4. The attachment reflects the notification to the local
area and the effect of the movement of funds between the Workforce Investment Act activities. (See
Attachment No. 1)
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Prior Year Finding No. 02-8

Federal Program — Special Education Cluster (CFDA No. 84.027, 84.173)

Condition — The total base allocation to preschools in the allocating formula was 1 percent less than the amount
stipulated in the award document. However, the preschools overall receive more money that the minimum amount
required by the United States Department of Education.

Criteria — For each grant year, the United States Department of Education creates a chart that accompanies the award
documents. This chart indicates the minimum or maximum of the grant money that can be allocated to the Local
Education Agencies based upon different criteria.

Effect — A number of preschools that received grant money could have received more or less than they should have if
the formula was followed correctly.

Questioned Costs — None.

Recommendation — Control be out into place to insure that the allocating formulas accurately reflect all requirements of
the grant award.

Follow-up - As discussed previously, the Kansas State Department of Education was directed by the U.S. Department
of Education to allocate from its FY 2001 allocation for Special Education — Preschool Grants, a minimum of
$3,347,577 to local education agencies including a base allocation of $3,091,971.

When computing our local grant awards, an error was made in calculating the base allocation. Rather than using the
required amount of $3,091,971, the department used the amount of $3,062,527, a difference (shortage) of $29,444.
However, as the auditors noted, from the maximum set-aside the state could have retained amounting to $1,079,088, an
additional $617,037 was allocated to LEAs. As a result, rather than the minimum required distribution to LEAs of
$3,347,577, the State Department of Education actually approved grants to LEAs totaling $3,935,170, or $587,593 in
excess of the required amount. When responding earlier to the U.S. Department of Education regarding this finding,
we were able to document that every LEA received an amount greater than the total of its required base allocation plus
it population/poverty allocation.

Upon learning of our error, we immediately developed and implemented a corrective action plan to address this finding.
One employee now computes each LEA’s allocation while a supervisor reviews the computation for accuracy. The
supervisor initials the allocations to document her review and approval. We followed this procedure for allocations
computed during the 2002-03 school year and for the 2003-04 school year. It is our intent to continue to follow our
corrective action plan for all future years’ grant awards.
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Prior Year Finding No. 02-9

Federal Program — Vocational Education — Basic Grants to States (CFDA No. 84.048)

Condition — The State has not been requiring leadership fund grantees to submit final reports. While some
of the grantees prepare and submit year-end reports or other final products on their own, this has not been a
requirement in recent years.

Criteria — Final report are required to be submitted in order for State Education personnel to determine if
compliance requirements were met.

Ejffect — The State has no evidence that all grantees are using the granted leadership money for allowable
activities.

Questioned Costs — None.

Recommendation — The State should establish policies related to monitoring the leadership fund grantees to
ensure that the federal guidelines for the award are met.

Follow-up - In response to this finding, the Kansas State Department of Education implemented a corrective
action plan that requires all recipients of state leadership grants to submit a final project report and final
expenditure report. These reports must be completed on forms developed by the department. The forms are
due annually by August 15. Department staff review the completed forms to ensure that all project activities
and expenditures are in compliance with the federal Carl D. Perkins Vocational and Technical Education Act
of 1998. The first year’s reports to be submitted under these new procedures were for the 2002-03 school
year. They were due by August 15,2003 and are on file at the department for review. We plan to continue
using these forms in the future. Blank final reporting forms were mailed to 2003-04 grantees along with their
grant award letters.
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Attachment 1

Program Year 2001 Funding Streams

. FINAL
DISIOC' Worker Rescission Correction Rescission
(Col. 9) (Col. 10)

TOTAL 1,834,281 (473,377) - (473,377) 1,360,904
STATE 275,142 (101,117) 30,110 (71,007) 204,135 15.0%
Admin. 91,705 (33,702) 10,036 (23,666) 68,039
Setaside 183,437 (67,415) 20,074 (47,341) 136,096

Local Total] 1,100,569 || (285,855 H 1,829 | (284,026)|| 816,543 | 60.0%
SDA 1 273,381 (93,000) (93,000) 180,381
SDA 2 160,903 (39,706) - (39,708) 121,197
SDA 3 266,008 (60,466) (60,466) 205,542
SDA 4 298,144 (31,874) (30,045) 268,099
SDA 5 102,133 (60,809) (60,809) 41,324
Rapid Responss 458,570 (86,405) = (31,939) (118,344) 340,226 | 25.0%

25%



WIA NOTICE OF FUNDING AUTHORITY

1) Subrecipient:

2) Notice of Funding Number
3) Grant Period:

4) Grantor:

5) Program Title:

Local Workforce Investment Board - Area #4
David Norris, CEO

DEN Management Co., Inc.

4053 Navajo

Wichita, Kansas 67210

#3

7/1/01 to 6/30/2003

STATE OF KANSAS

WIA TITLE I Dislocated Worker Formula

Program Year 2001

1) CARRY-IN TRANSFERS (PY'00) Prior Level Change New Level
Base 0
Discretionary 0
Incentive 0
Other 0

Subtotal 0 0 0

2) STATE OBLIGATIONS (PY'01) Prior Level Change New Level
Base 266,270 1,829 268,099
Discretionary 0
Incentive 0
Other 0]

Subtotal 266,270 1,829 268,099

3) TOTAL FUND AVAILABILITY 266,270 1,829 I 268,099

Remarks:

This allocation is made available to meet the State's 60% local area allocation
minimum, under the conditions of TEGL 3-01 and WIA Section 133(b)(2)(B).
This will require a budget update to your plan.

Gerald Schneider

Chief Financial Officer
Department of Human Resources

12/20/2002

Date






